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STRSRING COMMINTER:

Limies of the 27th Yesting heleé at 5,00 n.m,
on Tuesday 13th Lay 197%, in thc leader's
Room ot the Eouso of Cormons.

Progent 0 Mre. Thebeher {(In the Choir)

5ir Eoith Joeeph, Hir Geoffra2y Howe,
are ¥audling, Tord Carrington,
¥r, tkins, Lr. leuds, L. Poyton

‘. Bhelton, iLr. Potbon, fre Hidlwy
¥, Niblockx (In Attondance)

Anologiem :  Hr, VThitelow, Lr. Gilwowr, ilr, Jrior

1. Opcning the diecumsion on economic policy iirs. Thoveher
acid that o debato on she ecomemic mituation was to be held
on Thursdey 22nd Lay. 1t #n® not clear whothor fthere waos
going to to a Govornaent statement on the cconomy boforc this.

. Vhatever the CGovernuont degcided, the debrto was an OCCoBIONn
for the Congservetive oppoRrition to raiee the questions which
were CEuging corcern in the country in the presept cconomic
gituation.

2a Irg. Thatcher cvbsarged that wherees in other industricl
countrica, the inflationary preblen hod aboted over the pest
vear, in Britsin it wme gotting worse. Tt wes noted thot othur
covntrios kad got on ted cof their inflatien without resort 4.
vary high levels of unempleyment or platutory poy controls.

3. In discusaion it woa pointed out that becpuac other
countries had not rasorihed to statutory policies it did not
neceasarily follow thatv such a policy could be dispensed wiih
in Britsin in our prescnt coonomic circumstances.  The
Conparvativo Governeant's ovperiocnce with stuvutory olicy
did¢ no%, howaver, suggeoi that it was in “he long run on
zffactive woay of cchieving pey restralnt,

. 4. The Floobing of the oxcnange rate nieant thet o sterling
arizie of the ¥ind vigerserced 1n the Sixtics could e avoldod, The
downword flooting of sterling was a way of cijusting to whe
fact that the courtry was living beyomd lts meals. Tt wus
unlikely that the drab oil-cxdorting states would withdraw
their existing funds frcm Jondon, but the decline in thr value
of their money was hardly =r cncouragement to them 1oyt more
WMeNGy hers. If s crunchwere not to be expected, it was oll
the more importeat tc toll people that the economic situntlon
hed beon deterioratirz stoodily end would continue to do a0
uvmlesa potion were takel. The Govermment could not let the
pituetion slide indefinitely.

A cut in vublic cxpenditurc was ong step that had to be
telren. But & major guestion in most people’s uinds was whot
the Party would do ebout excespive dey increapes and how it
would handie the unjons. Onlass the Perty had muswers 4o
theme guestions its credibility would suffer, The currant
dispute ovar pry in the steel induabiy wrovided ground on which
a Covermient which wag determined to combat wage inflation
ghould b¢ prevared to stand and fight. In the public amettor
1t was scpantis] thet pay inereasdss should be paased on fully
in price inoreases. This aould well mean that pome groupa
of workers would be pricing thewselves out of jobs. Thers
woE a olesr case for emphmsising that umions werc causing
redundancies and threatoning to cause more in %the future,
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On the subject of restroining publlic expenditurc, it wag
o question of deciding where the Congervative opposition would
recormend cuts; cond how rmoch this would help in the fight
ngainet inflation., Sir Keith Jomseph szid thet 10 per cent of
—ublic experditure woe currently being finonced by borrowing.
The private sector war trying to Keon up with poy increcece
being owerded in the public sector. There hod to he = cutw
back 1in Borrowing -and this could only be achicved by o« cut in
public ependirng,

Sir Geoffrey Howo ergued thot the Governoent should have
token steps this yesr to reduco the wvery large bill for rent
and food subsidien. Horeover, the Chconecllor of the Excheguer
ghould mekXe c¢lear that he would not neke avoilable ony ndditional
funde for the fincncing of woge settlenents which gove & further
twist to the infletionnyy epircl. The increase in public
expenditure should be sybject to o limit in cosh terus, Should
exceasive pay settlements nevertheless be ovnrded it would be
up to the authorities which hed awarded then %o keep within
the cash ceonatroint by cutting back on etaff and services.
T+ was ocknowledged thot pressures would irevitohly develop
egninet 8 Beverce cutbeek in public spending.

Following some diecussion of the constrainte inmposed
on tha last Lobour Governcent in July 1566 by the IHIF,
lHre, Thatcher scid thet the Letter of Tmtent which hod been
aignasd by the Labour Govermmcnt included undertckings both 9
held public epending in check ond teo mointnin the atatutory
contrele over poy which hod slrecdy been instituted.

Apkted by Mra. Thatcher whot policies he would follow ss
Chancellor of tho Exchegier in the wresent circumatances,
Mr. Maudling eoid that hg would cgll & helt to ony nlens for
further increcses in public srnanding end enforce o wWapea
fresze, The fundnmentrel inflotionery factor in the econory
wes the extrs purchesing power injected into it es8 a reault
of excgaaive poy increancs. Sir Keith Joseph said that on
pagst performance o pay freeze would almgat certainly be
followed by o pay exnlosion once the freeze wza lifted,

Doubts were expreased about whether o return io tighter
price controle could be zvoided if etatutory contpola over
noy were introduccd. In eny case thereg was the problen of what
to do when powarful groupe chellaenged tho policy.  Sone impoct
onn the Bitustion could be achieved were the Governunt to with-
hoif money neelcd o finonee exeesaive pay increzacs in the
public asctor. One eppnroach would be to index pay increascs
at o level somewhat sbove the coat of living inercrnae, A
reduction in demand wouwld add further to the dipincentives
to firma to iovest.

It wap ngroed thet there were two crucial nelitieal
questions te¢ which snewers weore neceded - (1) whot wne the Party's
ettitude Sowardse coalition? and (ii) did the Porxty support a

¢8 Trocze 7 The answer to the first of these should couse
no difficulty at the moment, since it wap a purely hypetheticael
quesation. The Party should not be prepore to offer blanket
support to the Goverrment on issues on which their left wing
was in revolt. Tt wea suggested that if the Govermment wera
ready to 4rop damaging mengures puch ag hationglisation, a
basis for discussing the poesibility of comlition might exist,
but thaet it did not exiet st the vonment, It was thought
sdviaable for Party spokemasn %o ndhers to the view that the
question of conli%ion, should it arise, could be considered
by Corservativea in the light of the national intercet.
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12, Regarding = wages Ireeze, Mra. Thatcher eaid that she
was not totelly opposed in any circunsiances %o a limited
freeze. At the heart of the gquestion was the power of certzin
unions to defy a woges policy. T+ hed to be put clearly to
the peopie what the alternetives were and en anpesl for nublie
support ageinst the minurity of nilitants hed to bWe nade,

T4 was pointed out that in a number of unions there had heen
p owing awsy from left wing militants. Hra. Thatcher said
thot the nodorate clements within unions hed to he encouragod
to make their influence felt and thet pestzl ballots cowld
help to this end.

T3 Tt was noted that people did not g0 on spending regardless
of nrice ripes. The reduction in pebrol consumption and the
use of the pnostal service showed this. It wea sensible to
make people think in ferms of o thrce or four year progromne

aimed at cutbing epending, rother than anything that ecould he
done overnight.

the Summing up, Mrs. Thethcer said thot the Shadov Cobinet
pespmed sgreed thet the Farty showld not adopt a low nrofile
in the cuarrent debate about the econony, but should inetend
spell out clearly, in general tTerms, wnet should be done.

Tho reeting ¢losed ot T.05 Do,
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