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ECONGMLG REDOMS TRUCTION GROUP

Minutes oF the meeting held at 10 a.m. on
Thursday 16th December 1376 at the House of
COMMONS .

Pregent: Sir Geoffrey Howe MP {Chairman)
Mr. John Biffen MP
Mr. Barney Hayhoe MP
My, David Howsll MP
My. John Mottt MP
My, James Pricr #P
Mrsg. Sally Oppenheim MP

Migss Anne Bulloch Secretaries
Mr. Gegrge Cardona
My, BRobbie Gilbert

Apologies: Mr. Kemneth Baker MP
Mr. Ian Gilmouxr MP
. Mr. Brian GrifFfiths
Sir ¥eith Joseph P

Countering Intlation: The Wext Stage

Fapers by Professer Jim Ball, the EEF, Mr. Ridley and Mr. Gilbert
were considered during a discussion on the next, or transitional, stage
of incomes pelicy. Professor Ball argued For a stralght percentage
limit during a year of transition to free collective bargaining. His
paper cet out the case for incomes policy &s a means of keeping down
memployment and s an  adjunct - to proper control of the money supply.

(:His einphasis on the importance of the latter was in interesting contrast

to his views three years agn. He did not, however, dea) with the central
problem of controlling Day in the public sGCROX.

The EEF argued For return to free collective bargaining, but they
had received little support from other industries. Consolidation ofF pay
awards already received, and restoration of differentials would lead to
substantial increases. The case for a two=year transition stage should
be considered. Some form oF synchronisation of pay settlements could
be halpful. We should consider what bargain comld be struck with the
TUZ, recog wlaing that we would be likely to £ind this more difficult
than had i1he present government., BEmployers had builtf up extravagant
hopes of increases that could be expected when controls ended: we
should have to iive with the consequences.

The present govermment might possibly opt for a prices and incomes
incizet in the next stage = asking for restraint, but allowing Flexibilits
for diFferentrials, and for bargaining over conditions of work rather
than cash, againzt tlhe background of a Fairly tight monetary policy.

Fublic sector pay and cash limits

Cash limits were the principal, if nmot the only, practicable way
of controlling pay in wide areas of the public sector. But they were

subject to limitations in cases such as the police, where mor i
ment was neaded, claims such as the ?;gggg T retirenent or the
3 . waz no reascn in principie why miners'! wage awards should
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not be passed on in prices - if the market would bear it. Control

could be exercised by tightening restrictions on investment Funds.

Cash 1imits should be appliied in such a way that bargaining wag over
nunbers to be employed, and investment as well as DY Cagh limitg would
not, however, prevent substantial awards being made in the public

sector. These in turn led to relativity claims in both public and
private sectors, and it was these claims that often did most to 1ncrease
militancy. SBut cash Limits, Firmly enforced, could help to break
cutdated rigidities.

It was, however, wrong to suppese that they made 2 fnormt for
pay increases unn~ocessary. JSetting, and holding te, a limit on the
growth of money supply meant that earnings overall could ouly rise by
a ceptain amount. Ercassive pay increases wouwld mean hicher uremplGy—
ment « particilarly in ihe public sector. It did nor, howevar, follow
that this limit could or would apply throughtut the economy.

Earnings Palicy

This terwm offered us a new point of departure, By concentrating
on earnings we could side-step many problems of relativities, poverty
trap and reverse yleld, and emphasige instead that change could be owr

ally. .
MoTiet ary tarqgets

More consideration was needed of the implications of holding to
monetary rargets. How far should they 'bear downt' on the rate of
inflationt The present goverament's target would clearly be impossible
to meet, with infFlation at 15 per cent.

Current pay negotiarions

Mors information was needed on the present state of play in wage
negotiations and the application of cash limits, especially in local
government. The Fair wage schedule of the Employment Protection Act
would shortly come into Force. It was a prescription for unemployment
and we should continue to coppose it.

1t wvas suggested that all the indicators peointed to a 1978
election, with the Goverrnment countenancing high wage increases in th
ran up to it, This could leave no alternative to statutory cuntrﬂ-lﬁé
the IMF might insict on their use.

It would be useful to draw together in a paper the implications for
us on com.ng into goverament, and on cur stance in the meantime, of
these pessibilities, and dF pressures building wp on present policies,
leaving on one side discusgion of labowr market changes until the CBI's
paper on these was available.

The meeting closed at 11.50 a.m.
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