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([CONEIDENTIAL)

1. The Cabinet were informed of the business to be taken in the
House of Cammons in the following week, and of the proposal
that, subject to the progress of business, the House should rise
for the summer adjourmment on Friday 28 July until Tuesday 17
Octaber.

THE SECRETARY OF STATE FOR SOCIAL SECURITY said that in the
i week it would be necessary to seek to reverse in the
of Cammons an amendment passed in the House of lords to
Social Security Bill which linked increases in Child Benefit
in Family Credit. The amendment would result in
jcant additional expenditure on Child Benefit - the cost
year's uprating of benefit would have been £675 million
if the provision had been in force at the time of the
uprating - but reversing it was likely to prove difficult. He
was grateful for the help of the Lords Business Managers in
handling Rill, but the difficulties encountered in the House
of Lords(ffad)meant that concessions had had to be made in
relation % & amendments which were undesirable on policy
/ - roblems had arisen in the Iords in relation
Bills, which made the satisfactory

policy very difficult.

up a short discussion, said that
mich too frequent, were bound to
s of the House of the Lords in

2. THE SECRETARY OF STATE FOR EMPIO said that strike action
had started the previous Monday in former Scheme ports.
Although the action had been strongly supported in the older,
larger former Scheme ports such as Ti_l_buxy erpool Hull and
Southampton, nationally about 1,000 fo \G egistered dock
workers had reported for work and their :
the efforts of management had allowed 18

small size, to contimie operating. This repzg
camprehensive response to the strike call than t
General Workers Union (TGWU) had hoped for
Goverrment had predicted, and it remained to be
this would have on the development of the strike.
factor would be the extent to which flying pickets we
operate and this needed to be watched very closely,
there had been no sign of such activity so far. jo.
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the strike nationally. So far there were no reports of
industrial difficulties caused by the strike. Same 1500 dock
rkershadtakenvolmtaryrechxﬂarcymﬁerthecmpmsatim
scheme, which appeared to be working well. On the whole the

port employers had been successful in putting across the case
for abolition of the Dock Labour Scheme and they contirued to

madytomgotlatemtermofenploymrtonaloml

ﬁ-@y OF STATE FOR EMPLOYMENT said that the situation
cal by strike action by members of the National Association
of Iocal Goverrment Officers (NALGO) was less damaging than

expected. Strike action in the Midlands and
less than it had been the prevmus week No

byNAIGO, 1tappearedthatonlyabouthalf
- taking strike action and that this

PORT said that British Rail (ER)
ilway unions on the previous day
about pay and pay negotiating

the Advisory Conciliation and
Arbitration Service (ACAS). -\ rogress had been made in the
talks about pay bargaining -—ﬁ‘- , and it had been agreed
that further talks on that isg d take place that day.
However, subsequent discussions wJ.thJ.n the Railway Staff
National Council had broken down. Rail management had
offered all three rail unions an of 8.8 per cent on
pay, the increase recammended by Railway Staff National
Tribunal (RSNT) in relation to members of the Transport Salaried
Staffs Association (TSSA) only. This : would only be
payable, however, from the date when me
Union of Railwaymen (NUR) and Amalgamated RS
Engineers and Firemen (ASLEF) ceased their
action. The offer was also subject to

in the South East previocusly offered by ER.
representatives had walked out of the talks on A
conditions. BR had subsequently offered TSSA repre
payment of the 8.8 per cent pay increase from 10 "%
recognition of the fact that TSSA members had not so
industrial action. But their offer was otherwise subjé
similar conditions on cashless pay and the scaling
South East supplements. TSSA representatives had asked
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for a written statement of the offer made to them, but had
subsequently cammented publicly that BR had dishonoured the
RSNT award by attaching conditions to the offer. BER would be
writing to all three unions later that day confirming its

various offers and demanding further talks. The situation could
%erefom develop rapidly.

discussion, the following points were made:

&

The increase in the BR pay offer fram 7 per cent to 8.8
cent was a sizeable one. No additional subsidy would be
1lable from public funds to meet the extra cost of this
which would have to be found fram offsetting
vings, hence the conditions attached to the revised offer.
The supplement for staff in the South East would fall on top

of the jmmgased national pay rate.
i b o\ able that BR management had handled the
1 negotiations badly. The conditions which

ed to their revised offer appeared, for

ingett:irgits to the public on the issues in

dispute. This was because of a failure to put forward

a single, convinc gement spokesman, partly because
r there had been to marshal the arguments
X successfully in gement's case. For example,
‘ the point had not satisfactorily that it was
II

)
>
wouldhavetobemtbyof

e in the offer to 8.8%
savings or higher fare

i
g.
E
r

THE PRIME MINISTER, suming up the¥discussion, said that the
Cabinet were agreed that management's side of the rail dispute
needed to be presented far more skilfully. & was a need to
identify one, or at most two, credible
present the management view consistently
ensure that the Board arranged for

gFastively, and to
to

=

of conveying them. The Secretary of State for @ 7
continue his efforts to ensure that ER (4
urgent action to meet these needs.

The Cabinet - /@

Noted with approval the Prime Minister's suming up o
discussion and invited the Secretary of State for

to proceed accordingly. A
g4

3
CONFIDENTIAL] -




35 THE FOREIGN AND OOMMONWEALTH SECRETARY said that the
current visit to the United Kingdom of the Prime Minister of
Pakistan, Miss Benazir Bhutto, had been going well and it was to
be hoped that it would be helpful to her in damestic political
terms since democracy in Pakistan was still fragile. During
y Miss Bhutto's meetings with British Ministers the discussions on
\id for Pakistan had been satisfactory and there were no major
2lateral problems. The main subject had however been the

and failure to get rid of the Najibullah regime in

The main problem remained the contimiing lack of

Ry iveness of the interim goverrment and their failures of
cammmnication with the Resistance leaders in the field.
Mearwhile on the wlder intermational stage the political scene

Assembly in favour of a ceasefire between
and the Najibullah regime. Miss Bhutto's
co-ordination on the part of the interim
It remained to be seen whether

“-.' relations with India, Miss Bhutto had
a much improved climate. She had
at Pakistan would not cross the

Caommonwealth was now
ealth Heads of Goverrment

THE FOREIGN AND COMMONWEALTH Y said that during his
election campaign, the new Argentine President, Mr Carlos Menem,
had made a nmumber of violent statements about Axgentme
intentions toward the Falkland Islandg

inauguration, both he and his Foreign

clear public statements suggesting that the

over the Falkland Islands could be set L

providing the opportunity for Argentina and e

to address a more practical agenda for an improvey

over the Falkland Islands. These latest stateme

be treated with very great caution. But if th

genuine change of attitude there could be scope for

trade, transport, fisheries and other practical

Argentina faced an enormous economic crisis. The tough -
just announced by the Argentine Goverrment now needed to

into effect.
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THE FOREIGN AND OOMMONWEALTH SECRETARY said that the United
States President, Mr George Bush, had campleted his visit to
Poland and was now in Hungary. His presence had given great
encouragement to democracy. The United States position on
econamic assistance was generally close to that of the United
Kingdom. The help he had publicly announced for Poland was
fairly modest - rescheduling of debt due for repayment this year

a sum of $115 million for specific assistance, subject to

ional approval. On the question of Polish debt it was
xtanttomurtampresaneforanagreementwuhthe

d to be considered further at the forthcaming Sumit of

of State and Goverrment of the seven industrialised

NS i i Recent attempts by the Federal German
Republic to put together a major economic package for Poland
appeared to have failed. President Bush would no doubt also
aid for Hungary during his visit to Budapest

were not yet available and the position of the

any specific new initiative. But
2y case for peaceful develcpment in
Sth as a move towards the
ould repudiate violence in
said that the fact that

d be welcamed.

The Cabinet -

Took note.

4, THE CHANCELIOR OF THE EXCHEQUER said

of the Economic and Finance Council of the

been held on 10 July. A useful innovation ha

of a surveillance discussion, in highly restrl

the economic policies of member countries. The ‘--,
interest in the discussion had been the pressure ptt &
to do away with subsidies to industry mcludmg thogt
and shipbuilding as well as agriculture. This
raised initially by Belgium but the Netherlands and
taken it up in addition to the United Kingdom.

5
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Informal
Meeting of
Social
Affairs
Ministers

10 July

R

THE FUTURE
OF THE LEGAL
PROFESSION

[conFiDENTIAL)

representations. There had been no discussion of taxation of
savings and Madame Scrivener had not attended the meeting.
However the effective withdrawal of earlier proposals in this
area had been implicitly conceded by the circulation by the
Camuission of a note now headed Fiscal Cooperation. The
question how far member countries might be prepared to go to
increase measures of cooperation in relation to tax evasion
ined to be seen. It seemed likely that discussion would be
on this subject in October. At lunch the Commission
theFrelﬁIPresidencyhadsetartthetimtableofwork
they envisaged over the next months on Econamic and
sy Union (EMU) to follow up the conclusions of the Madrid
: Council. He had made clear the United Kingdam's
ition to develop ideas for altermative models of EMU to
contained in the Delors Report. There was expected to be
a stocktaking discussion in this area at an informal meeting to
be held in d'AntibesinSeptanber.

<,

'IHEISECREIARY FOR EMPIOYMENT said that the Minister of
State for Emplo ?-(\ Cope, had attended an informal meeting
of Social Affai 9% on 10 July. A Working Group of
officials had been & y to give further consideration to a
possible Social Chafp The United Kingdam had agreed to
participate on the AL its position was fully reserved.
The meetings of the ht offer opportunities to expose

5. The Cabinet considered a memorandum by the Lord Chancellor,
(C(89)10), to which was attached a draft Jihs Paper on the
future of the legal profession.

response. Taking the main proposals in turn YR, had, on
rights of audience, been same criticism that P IERE

proposals would have given the Executive too much
area. He believed that this criticism could be
proposed that barristers qualified by the Bar's
education and training should have rights of audie
all courts and tribunals and that the law Society should
empowered on the face of the statute to declare sollc
qualified to plead in all courts. This explicit power for

2
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Iaw Society would meet the Society's own representations and
demonstrate that the Goverrment had not weakened in its
determination to make reforms where they were needed. The rules
of the law Society under which they determined qualification for
advocacywouldrequlretheccn—mrrerbeofﬂxemrddmamellor
and the four Heads of Divisions in the light of advice from the
dependent Advisory Committee on Education and Conduct. This
Ollowed the existing model for judicial approval of the
iety's rules on advocacy and conduct. The Sub-Camnittee on
(fegledition Policy of the Ministerial Steering Committee on
Strategy (E(CP)) had broadly endorsed these proposals,
; d also been concerned that the intention to extend rights
of \ydience should be stated on the face of the statute. The
redraft of the White Paper attached to C(89)10 accordingly said,
in paragmm 2.4, that the statute would contain such a

waspassedarditmightbeﬂntastatement
2.4 would weaken the effect of that
that the extension of rights of audience

The proposal in the Paper which would have the greatest
general effectwas 'du‘ngSoc:.etmsa:ﬂbaxﬂ(scmldbe

The White Paper \,“;.’,"\ rarge of proposals designed to
e.nsurethattheserv1 g ofammstarﬁa.rdandthat
conflicts of interest :

in all cases clients

with the solicitor or 11 52 conveyancer conducting the
transaction. On contmgemy White Paper proposed to
allow speculative actions, as i and, with a right for the
lawyer and client to agree a e uplift in fees

related to the costs otherwise It rejected the more
extreme alternative of contingency i i
of the damages received. Finally, on milti-disciplinary
partnerships the White Paper proposed to abolish the statutory

bar on the formation of such partnershipsAmnsolicitors. 1In
future the professions would be able to maf \bir own rules on
the matter, but they would be subject to the new
restrictive trade practices legislation far as they

related to advocacy and the conduct of .}?
required the approval of the Lord Chancellor.

If Cabinet agreed the White Paper, he would pub and
make an oral statement, on 19 July. Since it ref the
proposed White Paper on restrictive trade practices i be
desirable for that White Paper also to be published on

o a %
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In discussion, the following were the main points raised:

a. Paragraph 2.4 of the draft White Paper not only risked

weakening the impact of the decision to give the Iaw Society

the immediate power to confer rights of advocacy, but was

unnecessary. The objectives in paragraph 2.2 were already

sufficient to make the Goverrment's intentions clear and

would be put in the statute. Moreover, the Heads of
v

/D ision would be bound to take account of the Advisory
¢A 's advice and would be subject to judicial review

did not. Adding the statement in paragraph 2.4
d reduce the judges' discretion and might reopen the
with them.
b. On the other hand, paragraph 2.4, and especially its
- , was necessary to ensure that intentions
sta fFinciple were not frustrated in practice. It was
to rely on the objectives in paragraph 2.3
d argue that they could be met by no or
m the present system. The statement in
also crucially important to the
the Goverrmment's proposals, and in
ing the 1likely criticism that they

presentation™zA
particular to

e There was a —.:\\ at the Advisory Committee and the
judges, by delay i or approving proposals, would

slow down the pace of The imposition of a timetable

d. Paragraph 5.15 of
requirement on the new a
their financial benefits
services. It was not clear requirement need go as
far as that. In its p \ orm, it went beyond the
requirements in the general ‘legislation on financial
services and if it were retained would lead to pressure for

ite Paper would place a
) practitioners to disclose
: eyar.;cirg and linked

that legislation to make similar provij The intention
was however that practitioners shoul lose commission
rather than profit, and paragraph 5.15 redrafted to

make this clearer.

THE PRIME MINISTER, suming up the discussio oA, that the
Cabinet endorsed the ILord Chancellor's proposa 'ect to

three points. First, as to paragraph 2.4 of the 52
3:}"/\ the
statute a clear statement of the intention to e &£

Paper, they believed that it was right to put on the

audience. The Iord Chancellor should, however, in col N
with the Chancellor of the Exchequer and, as
other Ministers concerned, reconsider the drafting o
paragraph in the light of the points made in discussion.

8
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% Secondly, he should consider the case for putting a timetable
@ on consideration by the Advisory Committee and Heads of Division
of proposals to extend rights of audience. Thirdly, he should

/ reconsider with other interested Ministers the drafting of
pamgramswofthemtepapermthellghtofﬂle
discussion. The Cabinet agreed that he should then publish the

White Paper, with an oral statement, on 19 July. It was highly
irablethatthereslm:ldbeafavamableresponsetothe

tement in both Houses of Parliament. The Secretary of State

Trade and Industry should arrange for the White Paper on

ictive trade practices to be published no later than 19

Cabinet -
Took note, with approval of the Prime Minister's summing up

of their discussion and invited the ILord Chancellor and the
State for Trade and Industry to proceed

CONFIDENTIAL
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6. The Cabinet considered a memorandum by the Chancellor of the
Exchequer (C(89)9) on econamic prospects and a memorandum by the
Chief Secretary, Treasury, (C(89)8) on the 1989 Public
Expenditure Survey.

THE CHANCELIOR OF THE EXCHEQUER said that economic prospects
not changed fundamentally since the Budget, when the Cabinet
concluded that the defeat of inflation must be the
ermment's top priority. Such change as there had been served
to reinforce that conclusion. Demand was now expected to be a
little stronger than forecast at Budget time, although the
msemsmtmcmsmptlonbutmuweshnent,wherelthad
led to pressure in the construction sector in particular. 2s a

at the time of the Budget, with the Retail Price
at 8.3 per cent or 6 per cent if the effect of
mortgage interest rates was removed from the
growth in demand and inflation also meant that

interest rates were rather higher than

forecast at time. The present level of inflation was
however at or the peak, and he expected it to decline
gradually in half of the year. The decline would be
gradual: by the the year the RPI might still be at 6 3/4

per cent, the 5 1/2 per cent forecast at the time
oftheBw:lget

Against this background, it was essential for political and
econamic reasons to retain tight control of public expenditure.
Higher spending would ir the pressure of demand still
further, especially in the ion sector, and might force
- a rise in taxation. Abovi theGovenmentnustmmtaln

its reputation for good o % pagement, and especially for
keeping inflation under control. . wrong to think that the
current Budget surplus provided source of finance for
higher spending. Part of it Mely cyclical and it was
likely to be rather lower in 1989-90 ' had forecast in the
Budget. The surplus had also ad de interest payments,
and the growth of programme expendi M existing plans was
already faster than the projected growth economy. It was
therefore essential to accept the tions in the Chief
Secretary's paper.

THE CHIEF SECRETARY, TREASURY said that the 1989 Surveywas
likely to be exceptionally difficult. Decisiol -
had committed an extra £4 billion of spending n

the ocutcome of last year's Survey would not be avdj
anything like the same scale this year. The use
planning total would make presentation more difficult a
make it all the more important to keep a close eye on gq

Goverrmment expenditure. The more general background also

; P
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difficult. It was essential to convince the markets that the
Govermment would continue to follow a prudent policy and give
top priority to the defeat of inflation. And the tax burden was
still higher than it had been when the Goverrment came into
office ten years ago.

Against this background, there had to be very substantial cuts
in the bids which had been made. 1In total, they would lead to
th the Govermment's cbjectives and would build up commitments
which would pre-empt the scope for desirable increases in
spending later in the Parliament. Some aspects of the bids
would cause special difficulty. Policy savings would not be
easytoﬁentﬁyandwwldhavetobeplrsuedeormslywhere

increase in total public sector demand on
e 25 per cent. The running cost bids would
ne Civil Servicn:a by 10 per cent in 1990-91

ambitious increases in their

again with damaging effects on the
constxuci:lcmnﬂustxy Itwouldalsobenecassaxytolookfor
offsetting savings on all expenditure, by way of raising
efflc:lency He would want to scrutinise territorial expenditure

in bilaterals with coll he hoped Cabinet would agree
that these should take place the objectives set out in
c(89)8.

In discussion the following were in points raised:

a. The overriding need was to ation down. This
was essential both for economic and so that the
Government retained its greatest ical asset, its
reputation for sound economic management. :

b. It was better to take the difficult decisions required
on public expenditure now rather than later. This year's
Survey might indeed prove to be the decisive t in this
Parliament. @‘

c, The pay consequences of inflation were i
it were not kept under control it would i
further the already substantial difficulties
next pay round. Pay pressures in the private
their repercussions on public sector rates, were one of
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main influences pushing up running costs. More
decentralisation and flexibility in public sector pay
determination were highly desirable.

d. High interest rates were necessary at present for the
reason given in the Chancellor of the Exchequer's
memorandum. But they were damaging both economically and
politically, and the decisions on expenditure should do
nothing to prolong the period for which they were necessary.

e. Atightfiscalpolicywasneededtomppoztmnetary
policy. 'I‘axreductlmsnextyearmightmtpzwetobe
desirable especially since they would coincide with the
introduction of the commnity charge in England and Wales.
Going further, it could be argued that high interest rates
unlikely to be sufficient to end the overheating
Retail demand had proved to be
y insensitive to them and lenders, with the help
deposited in the United Kingdom in response
rates, had been successful in their efforts
to borrow more. Other means of
, including curbs on liquidity and higher
to be considered, particularly since

ic expenditure, such as health and

igh political priority following the

On the other hand, the evidence was

policy was working and that the recent

increase in demand has reflected spending on investment

ratherthanconsmptmn morecver, tax increases would be

f. At present many of 's supporters remained
to be convinced that the surplus was not available to
finance extra spending. jor and early effort of
persuasion was required.

would deal with the poi

backbenchers before the recess.

Cabinet had agreed that the top prio to get inflation
down and that continued tight control of ic expenditure was
essential. They endorsed all the tions by the Chief
Secretary, Treasury. He should now, as proposed, conduct
bilateral discussions with spending Ministers against the
acbjectives which had been agreed. She hoped that the bilaterals
would result in agreement. If they did not, sh

apprcpriate time establish a small group to consi

issues and make recommendations to Cabinet.

public line should be that the Cabinet had held i

dlsmssz.on of public e:qnenilture It had

12
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Domestic Product, arnd hold as close as possible to existing
plans, that with this objective the Chief Secretary would hold
bilateral discussions in the autumn and that in the light of
these the Govermment would take decisions on individual
programmes and the planning totals, which would be announced, as
usual, in the Autum Statement in November. The bilateral
discussions should be carried on in confidence and the press
should be given no ground on which to base speculative stories
of Ministerial disagreement.

A'Ithab:inet—

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

12 July 1989
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