PRIME MINISTER

MEETING WITH THE CHANCELLOR - THURSDAY, 12 JULY AT 0855

The Chancellor is coming to discuss his draft papers on
the National Forum and the Economic Advisers'wébunéilf These
are attached. If you can reach agreement with the Chancellor
on them, they could be put on the agenda for E Committee for
next Tuesday. That meeting will be continuing the discussion
on pay, and these papers would fit well with them.

The Chancellor is likely to raise two other points with

Handling of the EMS review. Sir John Hunt's advice
B 3

on this is at Flag A.

Your meeting with Sir David _Steel next Monday.
The Treasury have heard - not from us - that you

are meeting Sir David along with Mr. Howell.

The Chancellor would like a Treasury Minister to

be present. This seems not unreasonable since the
Treasury is responsible for BP: the Government's
shares are vested in the Treasury Solicitor, and the
Government directors are appointed by the Chancellor.
The Chancellor himself will be in Brussels on Monday;
presumably it would be for the Financial Secretary,
who of course has been taking the lead on assets
disposals, to attend. (For Monday's meeting, I am
getting a brief from the Department of Energy, which

which he has already had with Sir David in accordance

will include a report from Mr. Howell on the meeting /

with the guidance given by E(DL) last week.)
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CONFIDENTIAL

t

‘l’iRﬁ.F’l‘ PAPER BY THE CHAINCELLOR OF THE EXCHEGUER

NATIONAL FORUM

3 38 £t E(79)2nd Meeting on 1 June we agreed that a major educational
eflfort was required to ensure that economic realities were understood
by both the wider public and by those involved in pay bargaining, and
I was asked to circulate a pzper setting out the possibilities for a
"forum" in which pz7 matters could be discussed with interested
parties in a wider context. This paper accordingly considers the fornm
that such a forum, whose discussions need not be confined to pay
matters, migiat take.

Cbjectives

2 A prior question must be what such a forum is to be expected to
achieve. Only when this kas been decided can we sensibly consider the
cuestion of its composition, organisation, work methods, and so cn.

e There is a range of possibilities. These might include:
s ——

- broad aznalysis of what is happening, or wight happen to
the econony;

gereral dissemiration, both among those with greatest

influence ané more widely, of understanéing of how the
econony operates and, thus, what kinds of mutual adjust-
ment could lead to better all-round results;

the achievement of broad agreement oun the main cbjectives

and linmitations of future economic policy and the kind of
e —————————

waw‘?——-"?‘ﬁ

A, I do not think we should at the outset look]to a forum to Zc.isT

No

approach necessary to secure “hem.

‘//; consensus on broad economic policy. If this y¥n due course emerged,
and if it includeéfzﬂmeasure of agreement on &gz, it coculd represent

2 significant step forward and help to establish a more harmonious
and realistic climate in which responsible pay bargaining could take

place. PBut this would emerge by a process of evolution, and should
not be set a2s an objective from the start, barticularly if there werc

o L bciﬁ; interpreted to refer te reachiar aprecement cn
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CONFIDELTIAL

‘ .specific pay targets.

5. Rather, I think that at any rate at the start the main recle of
the forum should be seen as, in the broadest sense, educaffzgal - both
for the participants and for the public at large. Aé-TE?FZ; pay is
concerned, for the unions, we might be thinking in terms of bringins

. home the trade-off between the short and longer-term effecis of pay
bargaining; for employers the aim might be to underline the practical
consequences of the stance they adopt. But in either case the basis
would be consideration and anzlysis, with the aid of the best possible
input, of ihe broad econcmic "facts of life",

The German exnerience

6. It is worth considerin riefly the German experience with their

system of "Corcerted Action" s original intention in the 1960s,
was to eliminate (or at least minimise) misunderstandings between
unions, employers ané Government on macro-econotic matters. Th

was that making the effects of wage decisions on prices more apparen
would lead unions and employers to conform with the basic liberel
market econox 'y and not exgloit power positions leading to inflaticn
and dislocation.

7. The chief architect of the system, Professor Schiller, whken
. T . .
Minister of Economic Affairs, ran the systez in a strict wey, insist-

ing on joint communigues {ollowing meetings. Initially this was
velccmed by 2ll concernped, but after a few years disharmoaz started
to creep in. Schisms developed between the leaders involved in
Concerted Acticn &nd their loczl wembers. This eventually led to the
leaders taking up more unreasonable positions, with less hope of

compromise. Jeoint conmunicues ceased: press conferences were held
insteed. At the same time attendance at the Concerted Action meetingss
rrew, rising to a peak of &0. he unions also became irritated that
every neetine sesmed to turn into an attack on them, with the oth
participants forming a cccmon front. It was therefore not surprising
that wnen a suitable pretext arose - a legal dispute with the
emnployers over the scope of the Co-determination Law - the unions
withdrew from the system in 1977. Eince then bi-lateral discuesicrns
‘have continued "round the coffee table".. It seems likely that thes:

vill become tultilateral, tut restricted to a narrow croup of parti-
cipants. The intention would be to preserve maximum informality ard
avoid preachins.

CONFIDEXTILL
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' .Char.acter 0f the Forum in the United Kinedom

8. A 1eséon to be learned from the German experience seems to be
the need for informality. This would be entirely suitable in our

circumstances, making the forum more of a "happening" than an
institution in any formal sense. There would thus be a minimuz of
rules and procedures . eand maximum flexibility to allow
the members of the forum themselves to determine how most effectively
and productively to proceed. Although in order to secure maximum
frankness in discussion, the forum's proceedings should not be public,
it would obviously be desirable for it to find effective ways of
projecting itself to the public at large. The exact means of doing
this should be for the forum itself to settle: there are obviocus
dangers in seeking any sort of agreed communique. In any case I think
it would be wrong to impose at the outset any recquirements that could
impede a relaxed exchange of views and informstion.

‘

Composition and Orcarisation

9. Two broad possibilities could be considered:-

(i) a large group representing a very wide range of interests;

- & § consgg;EE-Qere achieved, this would be poweriul; DUTU tvLe
size of the Group would make consensus difficult, confidenti-
ality impossible, ard hence posturing likely; I therefore
would not choose it for our first experiment;

(ii) a smaller Group, more akin, in terms of composition, to
the existing Natiornzl Economic Development Council (XEIC),
which is small enough to enable genuine discussion to take

pleace.

10. My own preference is for a group based on the NEDC. A sucmary

note on the NZIC's present orgenisation is attached at Annex. This
shows that its terms of reference are apposite; it already covers
mest of the Egz potentiel participants and is not so large as to bte
unwiedly. Its agenda and methods of work are flexible and so could
easily be adapted. No new bureaucracy would be recuired, whersas if
the NZDC were not used it would be difficult to avoid setting up
another new body. Further, since the TUC are already members, the
decision on whether to participate new arranrements that were

based on the NEDC should act te so i v then.
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COLFIDENTIAL

to request further inputs if they wished - either from the Council
or the Government or other sources - and members of the forum would,
of course, be free to make their own contributinns.

14. On this basis the forum might meet at a minimum on two occasions
a2 year - say in the early summer (ie prior to the beginnzggzof the
next pay round) and around the turn of the year (ie prior to,the
Budget). Discussion at those meetings would be focussed on the report
from the Council of Economic Advisers and would thus range over

progress in the past year andé consideration of the prospects, choices
c

0
and range of choices for the coming year. It would be up to parti

pants to consider whether other meetings were desirable. An occasion
for these might, for example, be any other major reports procuced by
the Council of Economic Advisers. Or the Chairzan might wish to
summon the forum to discuss z particular issue o major econozic
significance (eg the implications for the econony, of the worléd energy
situatiorn). There is unlikely to be a shortage of topics; but too
frequentdy meetings could devalue the effectiveness of the forum.

15, & do ngﬁ_ﬁherefore see tce forum, at least initially, conductingz
formal business, or having any technical or imsitutional exisuvence on
its own. Consequently any papers which emerged would be the
responsibility of the organisations/individusls who had prepared thez
(eg the Chairman of the Council of Economic Advisers), with perhans
endorsement in very general terms. In so far as any action was
celled for by the forum, this follow-ur would rormzlly tzke place

through other, established, machinery.

with Parliament

F .

Tre——wat &ny formzl rel

o Parliament to debate
t
the forum, and any associated reports or statements

ezanating from the forum. Similarly, it would be possible for a
Select Cemuittee to invite members of the forum %o appear before
But this rossibility of callirg on leading econocmic personalities
(including perhaps the Chazirmen of the Council of Zconomic Advisers
would exist regardless of whether such people met fromw time to time in
e context of the forum.
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." Conclusions
17. The above proposals are in outline only and would need more
__’W -
detailed examination if their general thrust were accepted. However,
I believe that a forum on these lines could make a contribution to
general understandirg of the economic problems ané choices that face

s although 1t woulé be wrong to e€xpect too muca from itj If the
Committee share my views, I suggest that we should ask offlcials to
examine the possibilities in greater detail and bring forward for our
consideration a more specific set of proposals. At the same time I
think that before we go too far it would also be useful if informal
soundings were taken of the TUC and CBI at Generzl Secretary and

Director General level.
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IATIOIAL ECONOMIC DEVELOPIMENT COUNCIL

The NEDC is a flexible institution as regards the work it does, its
membership, and its procedures.

2. .The Council was set up by Ministerial decision in 1962, with
broad terms of reference to examine ths economic performance of tke
nation (with particular concern for the plans for the future in both
private and public sectors of industry); to consider what are the
obstacles to greater growth; znd to seeXk ways of iaproving economic
performance, competitive power, and efficiency.

e Because the Council is not a statutory body, and has no forzal

- ———-——-—-—--u-.._.,.,_ p E 3
constitution, there is flexibility ebout tas toLzl size and composition
of its wmembershir; decisions rest with the Cnance1lor (whe, as Chair-
man, appoints all members of the Council) and the P*lmo Minister, tut

the CBI and TUC have been consulted in the rest zbout representaticen,

and it has been custowary to accept their nominations for their own
respective pleces on the Council. The 2im tes been to main
representation from Government, TUC ard CBI; currently there
representatives each from the two sides of industry. There are also
at present two independent members (Loré Roll and the Chairzan of
Consumer Council), two Crairmen of Nationalised Industries,

Chnzirmen of the K&B and the i3C. The Director-Gensral of

Economic Tevelopment COFffice (yhich was establishad
as the Council) is also a mezber

4, The Council is deli liberative rather than decisien caking; there
is no voting or proumulgation of communigues, though it is usual for
the Cheirman and/or the Director-General to holéd =

after each (monthly) meeting tc give an account, by a

Council, of the discussion which hes taken rlace.

Chancellor of the Exchequer is norc wally ckairman of the Council,
successive Prime !Ministers nhave also tazken the chair from time to
time either at a regular m ng cor at a special wmeeting for a
particular purpose (eg to consider major econcmic events in Decerber

73).




o Though the Council is the principal forum for tripartite
discussion of medium term economic policy issues between Government,
managenent and trade unions, there has also been a tendency for many
major issues of economic policy - eg pay - to be pursued outside the
Council in bilateral discussions between the Government and the TU
or C3I respectively. Over the last 3-0r 4 years, discussions in the
Council hzave been mainly concerned with problems on the supply side
of the ec-n-r:” 2nd with issues arising directly or indirectly from
the work of the Ecoromic Development Committees and the Ssctor VWork
Parties; however, this has in turn involved discussion in the Coun

of a wider range of issues, extending beyond econoaic end industrial

policy te the relevant areas of socizl policy and so on.
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