PE/10/76 CONFIDGHTTAL

gconomie Reconstruction Group

Minutes oF the meating held at 10.00 a.m.
on Thursday, 13th January, 1976 at the
Vouse of Crommans.

Present: sir Geoffray tove (Chairman)
¥r. Biffen
. Powell
5ir reith Joseph
. Mo
Mra. Oppenhein : N
Hr. Pris

. Prior
Mr. oriffiths
5ir Leonard Neal

Hr. Budd

. Mr. Ridley iak
Mr, Cardona (Secretariax)

Apologies: Mr. Gilmour

Fine=tuning

The Chairman welcomed Mr. Budd, formarly of the Treasury,
to talk te the Sroup about Pine-tuning.

Mr, Budd defined fine-tuning as Fraquent interference
wvith the econoty through taxation and publie expenditure in
order to influenca the level of activity. Two fundamental
questions had to ha answered:

Gan we fine-tune?
and (i3} Should we fine-tune?

There ware thres distinct approaches in the recent attacks
on fipe-tuaing. They were:—

(i) Tre monetarist positicn: policy-makers simply do not
uaderstand the e'c—&W Ause thay ignore mosay. The economy
will adjust by itaelf to external shocks in wayz discounted,
Tgiored or ruled cut by conventional thaories and scomomic
modeld, A correct monatary policy will rasult in sz steady rate
of inflation, &nd minimise cyclical Fingtuations in production
and employmant.

{il) Gedlay and the Wew Cambpidge position: policy-makexrs
Eall to m%sim the econcmy; & q‘%ga in the budget deficit
today means a change in the balance of payments deflcit
tomorrow. Laft to itaglf yith a stabls’ public deficit, tre
econoty teaches stability within a Vear of two and tends to
stay there. . .. A . .
(i1i) The viev that Govermments concentrate too much on the

short—term, atise of POLItiCal. preayiTas, EIEFer
Govertienits &re not awars of the 1ong-term effects of their
actions, or they are, but did not-care untll some time later
whan they have to (over) correct them.

Ko—one would deny that flne-tuning “ad been usaed in a
short-term way, maXing for o Jerky kind of sconomic gmg:len-
in the UK. For one thiag it was tecknilcally vary diPficult
to fing-tune not least because of Fallure to acgept the normal
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workings of the business cycle. Thare was always the Tick
that if a Goverament takes actiom, that action will reinforce
rather than mﬂde‘tate the natural economic forces alraady at
work. .

Governments did not intervens to smooth ocut the fluctuation
of stock market prices, and they had largely stopped inter.
vening Lo support exehange-rates., What theh was the ratiomala
for intervening to Lnnuznce the level of economic activity?
It was debarable whether Hovy nt lm il about
the future than private and expert market operators knew. If
averyone could see oyclas coming, than why should the Government
help? .

There was a discussion of Mr. Budd’'s talk and the isaues
which it raised. It was thought that gther countries managed
better, Decause they Fine-tuned less and gave certain policy
objectives different velative weights. It was poinred out
that the gize of the public sector was irself a stabiliging -
or destabilising - inPluence in tha economy; Mr. Fudd observed
that its mmnhxuty meant that the burden of making adjustments
fell digproportionately on the private sector. It was agread
Thart it was possibla that natural forces would stabllise the
econemy, but that under some circumstances it could take too
long: say 13 or 20 years.

There was 2 discussion about the institutional problems
of sconomic policy-making. Parhaps there was inadequate
knowledge of the mmetar{nsystemi or perhaps there were not
gnough people yith such knoyledge in the Traasury and the
Hank of Eagland. Perhaps the Treasury's Porecasting model
tended to show that the economy was always on the point of
going wrong, thus provoking unnecessary Intervention. Ferhaps
the Crancellor had too much power, as only he really saw
tha Porecasts. o other country had such secrecy in the
making of economic policy.

Mr. Budd concluded with three recemmendationa:
(i} Trere should be moTe howesty about what could he done'
Government should make clear what is pusslble and how
is not amenable to Government control

(ii) rthere should be more open d)szussi.cn of the issues of
aconomic management:

(1ii) The Treasery should take into accéunt the fact that
private operators couwld understand tha econoiy too, and
moderate its attitudes towards monetary polley. and respect

the need to recreate an atmosphere oF stabler and more certain
expactaticna.

‘The Chairman concluded’ that in Future discussions uf
economic policy in the Shadow Cabinet, he would amp!
the valuable pvints made in discussion with Hr. Eudd at the
pravious two meetings. This material would, when conbined
with big paper to the Shadow Cabinet before Christmas, give
the kind of indication needsd by collgngugs asg, the svolution
of the Groupts thinking.

For the Group’s programie of work

{1) Mr. Griffiths aand Mr. Nott would prepara a paper working
out some of the major implications of the Graup's comelusions
on monetary nolicy, iF possible after consulting Lord O'Brien
ond other sxperts;
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(2) The recretaries would prepare a paper on the Treasuwty's
.

insututmns. pPhilosophy and p of economic

(3) Sir Xeith Joseph would be pursuing the problems of
raconeiling a ssngible housing policy with the wplications
of a different approach to monetary and Final poligy;

{4} At some point the Gruup would try to invite cne or more
of Messra. carli, Emmianger, Morse orf Bellto talk to the
Group sbout the parallels and contrasts between UX and world
aconomic developments.

The next mesting of the Group would be on Thuraday,
19th February.

Qgcrge Cardona
Adam Ridley

Congervative Research Lepartment, GSC/ACS
4 014 rueen Streat, 5th Fabruary, 1976
London §.4.1 .



